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OATH OR AFFIRMATION

I, _Dean Pelos ala CE}!’! (’)Z&m Frie ?MOS , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
' * P

Sterling Investment Services, Inc ‘ » as
of December 31 ,20058 , arc true and correct. I further swear (or affirm) that
neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classificd solely as that of a customer, except as follows:

WWJ

"OFFICIAL SEAT" } 7 Signature
LEVON SAHAKIAN ' 4
NOTARY PUBLIC STATE OF ILLINOIS} Vice President
My Gommissicaxpires 06/31/20088 Title

This repoIt ** contains (check all applicable boxes):

@ (a) Facing Page.

@ (b) Statement of Financial Condition.

@ (c) Statement of Income (Loss).

@ (d) Statement of Changes in Financial Condition.

Bd (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

OO (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

@ (g) Computation of Net Capital. ‘

O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

O (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

O ()) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the

Computation for Determination of the Reserve Requirements Under Exhibit A of Rule [5¢3-3.

0 (k) A Reconciliation between the audlted and unaudited Statements of Financial Condition with respuct to metheds of
consolidation.

Xl (1) An Oath or Affirmation.

] (m) A copy of the SIPC Supplemental Report.

& (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17.1-5(e)(3).
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INDEPENDENT AUDITOR’S REPORT

Board of Directors
Sterling Investment Services, Inc
Rosemont, Illinois

We have audited the accompanying statement of financial condition of Sterling Investment Services,
Inc. as of December 31,2005, and the related statements of income, changes in shareholder’s equity
and cash flows for the year then ended that you are filing pursuant to Rule 17a-5 under the Securiti€s. -
and Exchange Act of 1934. These ﬁnanc1al statements are the responsrblhty of Sterling Investment ‘
Services, Inc.’s: management. Our resp0n51b1hty is to express an opinion on these ﬁnan01al ‘
statements based on our audit. : : - '

. We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards requite that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates -
made by management, as well as evaluating the overall financial statement presentation.. We believe -
that our audit proVides a reasonable basis for our Opinion.

In our oprnlon the ﬁnanc1a1 statements referred to above present farrly, in all material respects, the
financial position of Sterling | Investment Services, Inc. as of December 31, 2005, and the results of -
its operations and its cash flows for the year then ended in conformrty with accounting principles
oenerally accepted in the United States of Amerlca

“Thank you for the opportunity to serve you and for your referrals!”




" Our audit was conducted for the purpose of erming an opinion on the basic financial statements
taken as a whole. The supplemental schedule included with this report is presented for purposes of
additional analysis and is not a required part of the basic financial statements, but is supplementary
information required by Rule 17a-5 of the Securmes and Exchange Act of 1934. Such information
has been subjected to the auditing procedures applied in the audit of the basic financial statements
and, in our opinion, is fairly. stated inall matenal respects in 1elat10n to the basic financial statements
taken as a whole ~ : :

Manning Silverman & Company
Certified Public Accountants -

January 23, 2006




| QTERLINGINVESTMENT SERVICES INC.
~ STATEMENT OF FINANCIAL CONDITION ) |
 YEAR ENDED DECEMBER 31, 2005 L

- ASSETS
'ACash‘and C(as_h Equivalehts ‘ 4 o - o | - $ 13,915
Receivable from Broker/dealers = - o S o . 5,965
Prepaid Expenses . . R . - | 3,964 -
Furniture and Equipment at cost, S | N
less $20,582 Accumulated Deprec1at10n S . o 3238
Total Assets S 5 e s 27,082

* LIABILITIES AND SHAREHOLDER'S EQUITY

Liabilities

Accounts Payable and Accrue'd Exﬁensc - ’ o 8. 3375
Shareholder's Equlty : :

Common Stock, $.01 par value, I,OOO OOO shares authorlzed ‘ ‘

and issued, 990,000 shares outstandmg ' | o S . 10,000
Additional Paid-in Capital L R : 128,797
Retained Earnings (Deficity - =~ o s B (115,090)
Total Shareholder's Equity -~ - R 23,707
Total Liabilities and Shareholder's Equity -~~~ $ 27,082

See Independent Auditor's Report. - )
The accompanylno notes are an integral part ofthese Fnarcnal statements
‘ 4 ,



STERLING INVESTMENT SERVICES, INC.
. STATEMENT OF INCOME '
YEAR ENDED DECEMBER 31, 2005

, Revenue . Lo o |
Commissions o o o . ' S 281,023
12b-1 Fees T B N 36963
Other B IR 5402
. Total Revenue - | 323388
Expenses ~ ‘ _ | »

Commissions, Compensation, Taxes and Beneﬁts, _ o 199,315
Clearing and Execution Charges S . o 90,613.
Occupancy and Equipment Rental R » - B 27,615
Office Expense - o I R o | o 2,118
Professional Fees =~ - ) : , : o 1,205
Depreciation Expense - o , 1,333
Regulatory Costs - o o T . 6,260
Total Expenses = o L 328,459
Net Income (Loss) o | - s (5,071)

See Independent Audltor s-Report.
The accompanymg notes are an mtegral part of these financial statements.
‘5



STERLING TNVESTMENT SERVICES‘ INC.
STATEMENT OF CHANGES IN SHAREHOLDER'S EQUITY
YEAR ENDED DECEMBER 31, 2005

 Additional - " Retained " Total _‘

. Comrvnionv ~ Paid-in o Earnings Shareholder's

_Stock . Capital . (Deficit) Equity
Balance, Beginning of Year © ~ ~ $ 10,000 § 128797 §  (109344) §  29.453
‘Netlncome (Loss) N O (5746)  (5,746)
Balance, End of Year 8 10,000 S 128797 $  (115,090) $ 23,707

See Independent Audigor’s Report. <
" The accompanying notes are an integral part of these financial statements.
. e v




STERLING INVESTMENT SERVICES, INC.
~ STATEMENT OF CASHFLOWS
YEAR ENDED DECEMBER 31, 2005

Cash Flows from Operating Activities
Net Income (Loss)
Adjustments: '
.Depreciation
. Decrease in Receivable from Broker/dealers
-Decrease in Prepaid Expenses \;
(Decrease) in Accounts Payable
Decrease in Fixed Assets ~ ‘

Net Cash Flow Provided byv O‘peratirigAqtivities‘; _
Net (Decrease) in Cash and Cash E'qu‘iv’élents
Cash and Cash AEquivalen\ts’ Balance at.December 31, 2004

Cash and Cash Equivalents Balance at December 31, 2005

v See Independent Auditor's'Report. ' _
The accompanying notes are an integral part of these financial statements.
: 7

(5,746)

1,333

4216

2,146
(3,430)

(495)

(1,976) .
(1,976) -
© 15,89

13,915



STERLING INVESTMENT SERVICES INC
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2005

Significant Accounting‘Polici'es

Organization - The Company was incorporated in the state of Delaware on
November 7, 1985. The Company is reg1stered with the Securities and Exchange
Commission and is a member of the National Association of Securities Dealers,
' Inc The Company S prmmpal busmess activity is the sale of securities.

Securme,s Transact1ons - Commi'351on revenue and related expense arising from
securities transactions are recorded on a trade date basis. -

Securities - Marketable. securities are valued at market value and securities not
readily marketable are valued at fair value as determined by the Board of
Directors. The resulting dlffelence between cost and market value (or fair value)
is mcluded in mcome :

Cash Equiv'a]ents - Cash equivalents are defined as certificates of deposit and
United States government obligations .with an original maturity date, when
acquired by the Company, of less than 90 days and those securities registered-
under the Investment Company Act of 1940 which are comprised of 'cash and-
‘'other short-term debt instruments and which are commonly referred to-as “money
market tunds

- Estimates - The preparation of ﬁnéncial statements in conformity with generally
accepted accounting principles requires -management to make estimates and -
assumptions that affect ‘the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period.
Actual results could chffer from those estimates. :

Furniture and Equipment - Depreciation of furniture and équipment is provided
using accelerated and stralght hne methods over estunated uscful lives of five and "~
seven years : : : :



STERLING INVESTMENT SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS (Continued)
FOR THE YEAR ENDED DECEMBER 31, 2005

Net Capital Reqhireinen ts

Shareholder Agr‘éemeh‘t h

A shareholder agreement eXists requiring written notice to the Company should
- any shareholder desire to transfer all or part of his or her shares. The agreement
_provides existing shareholders with the first right to purchase the shares to be
transferred subject to additional provisions and restrictions. ‘ '

Profit Sharing Plan

The Company has a deferred-cd'mp‘ensation‘and profit sharing plan commonlyl
called a “401(k)” plan. The Company incurred no expenses relating to this plan
for the year ended December 31,2005, '

S Corporation Election

The Company has elected S Corpbfatioﬂ status for income tax purposes. Income

taxes are therefore the rés‘p‘o\nsi-bility of the - individual shareholders of the
Company. ST : .




. STERLING INVESTMENT SERVICES INC
- NOTESTO FINANCIAL STATEMENTS (Contmued)
FOR THE YEAR ENDED DECEMBER 31 2005

Off - Balance Sheet Risk

‘The Company has entered into an agreement with another Broker/Dealer (Primary
* Introducing Broker/Dealer) and Primary Introducing Broker/Dealer’s Clearing
Broker/Dealer (Clearing . Broker/Dealer) whereby . the Company forwards
(introduces) customer securities transactions to the- Clearing Broker/Dealer,
through the Primary Introducing Broker/Dealer, fully disclosing the customer
name and other. information. The processing and, if applicable, any financing -
pertaining to the 1ntr0duced securities transactions is performed by the Clearing
. Broker/Dealer. The customer account is therefore maintained and recorded in the
- books and records of the Clearing Broker/Dealer on the Company’s behalf, In.
consideration for mtroducmg customers . to the Clearing Broker/Dealer, the
Company receives commissions: and other, consideration, less the processing and
- other charges of the .Primary Introducing Broker/Dealer and Clearing
Broker/Dealer. As- part of the terms of ‘the agreement, the Company is held
responsible for any losses arising when the customers introduced by the Company

" to the Clearing Broker/Dealer fail to meet their contractual commitments

- pertaining to the purchase, sale and possible financing of securities transactions.

- The Company may therefore be exposed to off-balance sheet risk in the event the
customer is unable. to fulfill its contracted obligations-and it is necessary for the
Clearing  Broker/Dealer to purchase ~or sell the securities at a loss. The
Company’s exposure to risk would consist of the amount of the loss realized on.
the purchase or sale and any addmonal expenses. incurred pertaining to the

' transactlon or other customer act1v1ty

Through its Clearmg Broker/Dealer the Company enters into various transacnons :
~involving derivatives and other off-balance sheet financial instruments. These
financial instruments include exchange-traded and over-the-counter options. -
These derivative financial instruments are used to meet the needs of customers
and are, therefore, subject to- varying degrees of market risk.  Market risk is
substantially dependent upon the value of the underlying security and is affected
by market forces such as volatility: The Company s customers also sell securities
they do not own (short securities). Since only customers of the Company enter
into - these types of securities transactions the Company s exposure to risk is
limited to that re‘sultmg in the event these customers are unable to fulfill their
contracted obligations and, under the terms of its agreement with the Primary
Introducmg Broker/Dealer the Company is held responSLble for any resu]tmg
loss ‘

10



' STERLING INVESTMENT SERVICES, INC.
* NOTES TO FINANCIAL STATEMENTS (Continued)
' FOR THE YEAR ENDED DECEMBER 31, 2005

Rent
Rent expense for the year eﬁndede‘ecember 31, 2005 was $21 ,300.
Future minimurﬁ rent payments ére .as_folloWs:

Year ending Decerﬁbér 3 1, : ‘ '
2006 ' R . $21,300

2007 . $23,100
2008 - © $24,900

2009 . $4400
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STERLING INVEST’VIENT SERVICES INC.
COMPUTATION OF NET CAPITAL AND AGGREGATE INDEBTEDNESS
YEAR ENDED DECEMBER 31, 2005 ‘

Computation of Net Capital o o v »
Total Shareholder's Equity L ‘ -~ $ 23,707

. Deductions: Nonallowable Assets - o ' ‘ (4,738)
Net Capital .~ S s 18,969

- Computation of Basic Net Capital Requiremenf .'T
Minimum Net Capital Requlrement o ‘ S o :
(6 2/3% of Total Aggregate Indebtedness) : S ) $ 225 .

‘MinvimumDo]larNet Ca_pital Requirement | o : } ' 3 ‘ 5,000
~ Net Capital Requirement = . T ‘ % 5,000,

Computatibn of Aggregate IndebtedneAss : ‘ _ ‘ _
Total Liabilities from Statement of Financial Condition L § (3,375)

Percentage of Aggregate Indebtedness to Net Capital, - : o 8 17.8%

Note: There are no material differences between the computations above and
the computations inciuded in the Company s corresponding unaudited -
“Form X 17A-S Part lIA filing.

See’ Indepcndum Audnor s chort
The accompammq notes are an mxagral part.of these financial statements.
‘ 1 l3
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL

Board of Directors
Sterling Investment Servrces Inc.
Rosemont Ilhn01s

In planning and ‘performing our audit. of the financial statements and supplemental
schedules of Sterling Investment Services, Inc. for the year ended December 31, 2005,
we considered its internal “control structure; including procedures for safeguarding -
securities, in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide assurance on the internal control.
structure ‘ :

4 Also as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC),
we have made a study of the practices and procedures followed by the Company -
including tests of such practices and procedures that we considered relevant to the
objectives stated in Rule 17a-5(g), in making the perlodlc computatrons of aggregate -

- indebtedness (or aggregate debits) and net capital under Rule 17a-3(a)(11) and for
determining compliance with the exemptive provisions of Rule 15¢3-3. Because the
Company does not carry securities accounts for customers or perform tustodial functions

© relating to customer securities; we did not review the practices and procedures followed
by the Company in any of the followmg

1. Making quarterly securrtles exammatlons counts, ver1ﬁcat10ns and comparrsons
2. Recordation of drfferences requlred by Rule 17a—13
Complymg with the requlrements for prompt payments for securities under Section 8

of Federal Reserve Regulatlon T of the Board of Governors of the Federal Reserve
System :

(@8]

1
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‘The managernent of the Company is respons1b1e for establishing and mamtammo an
- internal control structure and the practlces and procedures referred to in the preceding
- paragraph. In fulfilling this 1espon51b1hty, estimates and judgments by management are
required to assess the expected benefits and related costs of internal control structure
policies and procedures and of the practlces and procedures referred to in the preceding
paragraph -and to assess whether those practices and procedures can be expected to
achieve the SEC’s above-mentioned objectives. Two of the objectives of an internal
control structure and the practices and procedures are to provide management with
reasonable, but not absolute, assurance that assets for which the Company has
responsibility are safeguarded against loss from unauthorized use or disposition and that™
transactions are executed in accordance with management’s authorization and recorded
properly to permit preparation of financial statements in conformity with generally

accepted accounting principles. Rule 17a-5(g) lists additional objectives of the practices . .

~and procedures listed in the precedmg paragraph

Because of inherent hmltauons in any 1ntemal control structure or the practices and -
procedures referred to above, errors or irregularities may occuir and not be detected.
Also, projection of any evaluation of them to future periods is subject to the risk that they
may become inadequate because of changes in- condmons or that the effectiveness of
‘their de51gn and operauon may deterlorate

Our consideration of the mternal control structure would' not necessarily disclose all
matters ‘in the internal control structure that might be material weaknesses under
standards established by the American Institute of Certified Public Accountants. A
material weakness is‘a condition in which the design or operation of the specific internal -
control structure elements does not reduce to a relatively low level the risk that errors or
irregularities in amounts that would be material in relation to the financial statements
Being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. However, our study and
- evaluation disclosed that a lack of segregation of functions exists. Although this
cordition may be considered to be a material weakness in internal control, it is a common
condition in entities of this size. This condition was considered in determining the
nature, timing, and extent of the procedures to be performed in our audit of the financial
 statements of Sterling Investment Services, Inc. for the year ended December-31, 2005
and this report does not affect our report thereon dated January 23, 2006. In addition, no:
facts came to our attention which would indicate the Company was not in compliance
with its type k(1) and k(2)(11) exemptions. fromthe requirements of SEC Rule 15¢3-3.
However, it should be noted that our examination was. not dlrected primarily toward
~ obtaining knowledge of such noncomphance : ‘



We understand that practices and procedures that accomplish the objective referred to in
the -second ‘paragraph of this report are’,consider'ed by the SEC to be adequate for its -
purposes in accordance with the Securities Exchange Act of 1934 and related regulations
and that practices and procedures that do not accomplish such’ objectives in all material -

- réspects-indicate a material inadequacy for such purposes. Based on this understanding - -

~and on our study, we believe that the Company’s practices and procedures were adequate
at December 31, 2005 to meet the SEC’s objectives. ' ‘ S :

This report is intended ‘solely for the use of the Board of Directors, management, the
Securities and‘Exchange Commissio,n,jthe" National 'Association of Securities Dealers,
Inc. and other regulatory- agencies which rely on Rule 17a-5(g) under the Securities
Exchange Act of 1934 in their regulation of registered brokers and dealers and should not-

" be used for any other purpose. - ‘ ‘

| Manning Silverman & Company
Certified Public Accountants

January -2’3, 2006




